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IMPLICATIONS OF REOPENING

THE SUEZ CANAL

NOTE

This Estimate focuses primarily on the major economic and mili-
tary implications of the prospective reopening of the Suez Canal. It
is not intended as a comprehensive study of all the ramifications, but
rather concentrates on those economic and military aspects felt to be
of greatest importance for US decision-making in the short term. For
the purposes of the estimate, the Indian Ocean includes the Persian
Gulf and Red Sea. The economic judgments in this SNIE are based
on an assumption that the Canal will be opened by the end of this
year. It is estimated that it will take at least six months to clear the
Canal of mines and obstructions and restore it to its 1967 condition.
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MAJOR JUDGMENTS
The prospective reopening of the Suez Canal has significant mili-
tary and economic implications for the Middle East region, the broader
Indian Ocean area, and for outside powers with major interests in
the area. In most respects, the world has adjusted to and compen-
sated for the Canal’s closure since June 1967. The economic and mili-

tary consequences of this process, however, have had an uneven im-
pact on the concerned countries, and so will the Canal’s reopening,

Economic Implications

In economic terms the reopening of the Suez Canal will not result
in a return to the situation that obtained at the time of the Canal’s
closure. But to varying degrees consumers and producers around the
world will benefit some from use of the Canal, with only shipowners
and shipbuilders being injured. More specifically:

~— Reopening the Suez Canal will have only a moderate economic
,  Impact because alternative shipping arrangements have been
. developed since its closing in 1967. Given the increased use of
cost-efficient supertankers too large to transit Suez, most Middle
East oil traffic will continue to take the longer Cape route to
major Western markets. Prior to 1967, oil shipments comprised
some three-fourths of Canal traffic. Most dry cargo traffic will

be attracted back to the Canal, however, and the volume of this
trade could be half again as large as in 1966. Total traffic through
Suez thus should measure some two-thirds of its pre-closure rate.

- ~— Shorter voyage times for trade moving via the Canal will reduce
the number of ships needed to carry world trade, at least tem-

[P

Eeabls o

Bk tis wn a v e

s B Db sKeiai

TR s

Lk M B IO s b . Bk e W

PEog BTt L

Sl T

Bt




|

|

“SECREL

orders, Even with the Canal closed, demand for shipping is ex-
pected to slacken during the next year or so because of a slow-
“down in world trade and output.

- —The direct economic impact on the US will be beneficml but
small. Shorter hauls will reduce transport costs for oil and other
raw material imports from regions east of Suez and lower world-
wide rates will reduce US shipping payments even more.

— The net gain for Western Europe and Japan will be reduced by

losses-in shipping income and in shipbuilding orders.

+ — The USSR will benefit substantially because, among other things,

Soviet merchant ships are small enough to transit the Canal
* fully loaded.

~ Egypt stands to gain most from a reopened Canal. At a mini-
mum, it could earn an additional $145 million annually in foreign
exchange unless other Arab states reduce their subsidies. Israel

. will gain little economically from a reopened Canal,

- Other Middle East states—like the Peoples Democratic Republic

of Yemen and Sudan—will gain some port revenues, while nations
along the Cape route will suffer a small decline. South Asian
and East African less-developed countries will benefit from re-
duced shipping charges on their trade with Europe, and their
export earnings will be boosted modemtely

Implications of the Reopening of the Suez Cunal for Sowet
Military Capabilities in the Indian Ocean

It is a basic judgment of this estimate that the reopening of the

Suez Canal will significantly increase naval flexibility but will not by

itself precipitate a major change in the size of the Soviet naval presence
in the Indian Ocean. Use of the Canal would give the USSR easier and
more timely naval access to the western Indian Ocean, but not the
incentive to suddenly increase its naval force there on a permanent

~ basis, A reopened Canal would expedite inter-fleet transfers, deliveries

of military aid and logistic support of ships in the Indian Ocean. It
would remove the current US geographic advantage for surge deploy-
ments into the area. Moreover, the Soviets would be able to replace

' :‘ 'T ‘

reducmg world shipping rates and slowing shipbuilding
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surface ships drawn from the Mediterranean to the Indian Ocean more
quickly than the US. ‘

The Soviets would like to play a greater role in the Indian Ocean.
They probably expect considerable political change over the next
decade in the Persian Gulf, Saudi Arabia, and the Horn of Africa and
would like to be in a position to influence and profit from such changes.
The Soviets will use a naval presence as one element in a combined
approach which utilizes political, economic, subversive, and military
aid instruments as well." In contemplating an expanded naval presence
the Soviets will be conscious of a number of risks. These include
possible future ejection from local shore facilities and excessive in-

~ volvement with one partly to a regional rivalry.

Whether or not the Suez Canal is reopened the Soviet Union is
likely to increase its continuous deployments in the Indian Ocean.
if there is no substantial increase in US naval forces in the area, this
increase is likely to be gradual leading to a continuously deployed force
of, say, 8-12 surface combatants in 1976 or 1977. The Soviets can be
expected to probe for and test in a measured way the tolerance of the
US and the major littoral states. With the Canal open, they could also
test the reaction by making short-term developments from the Mediter-
ranean. Should the US make a substantial increase in its naval presence
in the Indian Ocean a Soviet buildup faster and larger than that de-
scribed above would be likely. In any event, the Soviets would probably
be unable to sustain an Indian Ocean force significantly larger than that
presently deployed there without reordering their priorities and shift-
ing naval forces from other areas.

Apart from the issue of permanent deployment, the opening of the
‘Canal would give the Soviets a new capability for rapidly and sig-
nificantly reinforcing their naval strength in the Indian Ocean from
their Mediterranean and Black Sea naval forces. The USSR will recog-
nize that the Suez Canal is subject to closure in a crisis, but in some
limited crisis situations this would not in itself be a deterrent to Soviet
deployments. With the Canal open, they might be encouraged to
launch surge deployments on their own initiative, rather than merely
reacting to US moves.

: ! Several USIB members believe that the above understates the degree of I:mportancev of
the Soviet naval presence in the Indian Ocean, Persian Gulf, and Red Sea. For their views see
footunote to paragraph 26.
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BTECRET.

I. ECONOMIC CONSEQUENCES OF A
REOPENED SUEZ CANAL .

World Shipping

1. Although the Suez Canal almost certainly
will never regain thc importance it had prior
to June 1967, it will still be a major shipping
route. Its reopening will reduce the number of
ships needed to carry world trade, at least
temporarily depressing world shipping rates
and slowing shipbuilding orders. The effects of
reopening are likely to be overshadowed, how-
ever, by more important factors. Even with
the Canal closed, demand for shipping serv-
ices is cxpected to slacken during thé next
year or so because of a slowdown in growth
of world trade and output. Demand for tankers
already has dropped in response to Arab oil
cutbacks and price hikes, and excess capacity
will increase in the months ahead as deliveries
of previously ordered ships accelerate, The re-
opening of Suez will compound the excess
capacity problem and further cut into ship-
owners” profit margins. The net effect will be
to transfer income from shipowners to con-
sumers and producers.

2. Restoration of the Suez Canal to its pre-
closure draft limit of 38 feet will permit trans-
its by fully loaded tankers and dry cargo
ships up to 50,000 dcadweight tons (DWT)

and transits without cargo '(in ballast) by‘

ships up to 150,000 DWT. Given the current
composition and employment of the world
tanker fleet, only about 65 million tons of
petroleum traffic is likely to be attracted back
to the Canal while some 400 million tons
would continue to go by the Capce route, This
would bc a sharp drop from the 175 million
tons of oil that passed through the Canal in

. 1966, when such shipments accounted for 75

percent of traffic. The volume of dry cargo
moving via a reopened Suez, however; could
easily exceed 100 million tons—more than
half again as much as in 1966. Except for some
ore and grain trade, dry cargoes generally
move on ships small enough to pass through
with full Joads. Total traffic through the Canal
during its first year thus would probably
amount to about two-thirds of its 1968 volume.

3. Sailing distances and times will drop
dramatically when ships shift from the Cape
to the Canal route, thus lowcring freight costs
in this trade. Crude oil from the Persian Gulf
to Rotterdam would move only 6,500 miles
comparcd with 11,300 miles via the Cape.
Roundtrip time would drop from 61 days to
38 days for tankers able to transit the Canal
loaded, and bigger tankers (up to 150,000
DWT) would be able to make at least one
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additional voyage per year using the Canal
only for retwrn trips. Similar savings would,
of course, occur on dry cargo shipments
through the Canal.

4. Shipping rates world-wide also will de-
cline because shorter hauls through the Canal
will create a shipping surplus estimated at 18
million DWT——about 4 percent of world ca-
pacity. Diversion of tankers up to 50,000 DWT
from the Cape routc to Suez will make about
4 million DWT redundant, and routing tankers
of 51,000-150,000 DWT through the Canal in

hallast will free another 6 million DWT, Use

of the Canal by dry cargo ships will put al-
most 8 million DWT of bulk carricrs, cargo
liners, and container ships on the unemployed
list,

5. This glut of shipping will be reflected
in an almost immediate drop in both voyage
and time charter rates. Owners will scrap
some¢ marginal ships and lay up idle tramp
and liner vessels too modern to scrap. Both
used and new ship prices will fall; buyers of
ships in the surplus category may accept pen-
altics to cancel contracts particularly if con-
struction has not yet begun.

Future World Oil Trade

6. Because of the pronounced increase in
usc of large tankers, the Sucz Canal will not
resume its pre-1967 role as a vital route for
world oil trade. In the last 10 years, the
average-sized vessel in the world tanker fleet
has increased from 25,000 DWT to 58,000
DWT. The size of the largest tanker in opera-
tion has jumped from 130,000 DWT to almost
500,000 DWT. About 70 percent of tanker ton-
nage currently in use could not move loaded
through the Canal at its pre-closure depth of
38 fcet (see Table I). Even. if Suez were
deepcned to 60 fcet—a project requiring at
least seven years and $500 million dollars—it
would still not be able to accommodate loaded
passage of the growing number of tankers
exceeding 200,000 DWT.?

7. Tankers smalil enough to transit the Suez
fully loaded (up to 50,000 DWT) have high
per-unit opcrating costs. Even now, with
bunker fuel prices at three to four times their
mid-1973 levcls, it would be cheaper to move

®In contrast to this trend, Soviet and East Euro-
pean tankers do not exceed 50,000 DWT.

L R  TABLE I

COMPOSITION OF THE WORLD TANKER FLEET BY SIZE

31 December 1972

31 December 1968

31 Necember 1963

AT S

™ RN S~ Y

- : Percent Porcent Percent
Size Category Num- of Num- of Num- . of
in DWT ber 1,000 DWT DWT ber 1,000 DWT DWT ber 1,000 DWT DWT
Total............. 3,728 217,836,200 100.0 3,317 124,324,700 100.0 2,028 74,369,100 100.0
50,000 and under. ... 2,424 62,597,100 28.7 2,539 63,296,400 51.0 2,788 65,333,200 87.0
51,000 to 100,000. ., . 753 53,627,000 24.8 836 44,192,600 35.5 136 8,567,400 . 11.5
101,000 to 150,000. ., 187 22,116,000 10.2 R6 9,764,600 7.8 4 466,500 0.6
151,000 to 200,000. . . kb 13,067,100 6.0 17 2,942,600 2.4 o ) .. e
201,000 to 300,000... 278 $3,770,700 29.3 17 3,331,500 2.8
300,000 and lavger. .. 8 2,658,300 1.2 0.5

2 624, 000




TABLE 11

BREAKEVEN COSTS—PERSIAN GULF
TO ROTTERDAM '

{US$ Per Ton of Cargo)

Via the
. S Via Cape Loaded .

Tanker Size the Cape and Via Sucz  Via Suez
(DWT) Roundtrip  in Ballast* Roundtrip*

350,000 4.82
250,000 543 e
150,000 715 . 591
100,000 8.87 7.98
- 60,000 11.78 8.60 - . ...
50,000 13.24 e 8.63

* Assuming pre-closure toll rates.

oil from the Persian Gulf to Rotterdam via
the 11,300-mile Cape route on tankers. excecd-
ing 100,000 DWT than to use small tankers.
on the 6,500 mile Suez route. Larger tankers
up to 150,000 DWT can cut costs further by

using the Canal for the return trip in bnllast

(see Table I1).

8. Despite their higher costs, tankers of

100,000 DWT and less remain in the Persian
Gulf trade becausc of limitations on depth at
some ports of consignment and on the ability
of some terminals and refineries to absorb
deliveries. In fact, demand has kept charter
rates for such ships at high levels despite
today’s gencrally depressed market, For ship-
pers in this portion of the trade, use of
50,000 DWT tankers via Suez will be a par-
ticularly attractive option.

9. Over thc longer run, oil trade through
the Canal also will be affected by completion
of the Sumecd Pipeline. This line will link a
tanker terminal on the Red Sea with one on
the Mediterranean, providing another attrac-
tive altermative for moving oil from the Persian
Gulf to Westemm Europe and North Amcrica.
Its southern end will be served by super-
tankers and its northern end by various-sized
tankers, depending on the requirements of the
recipient. Once financing for the $360 million

“SEEREL

project is arranged and work begun, cdmple-
tion of the first phase will take two years. At
that time, thc pipeline will have an annual

capacity of 40 million tons. A second phase,

scheduled for completion during the third
year, will raisc total capacity to 80 million
tons a year, Preliminary estimates indicato that
it will cost about 15 percent 1ess to usc the
pipeline tlnn the Canal.

The United Sfutes

10. The direct economic impact of the re-
opencd Canal on the US will be beneficial
but small. Shorter hauls from regions east of
Suez will reduce the cost of oil and other raw
material imports. More important will be the
bencfits from reduccd shipping rates gen-
crally, since the US is the world’s largest trad-

ing nation. The US merchant fleet is small -
relative to our total trade, and benefits from .

lower shipping costs thus will be only slightly
offset by reduced income from shipping serv-
iccs. Because the US shipbuilding industry
serves a protected market, it will be little
affected by the drop in world shipping de-
mand and rates.

Wesiern Europe

11. Western Europe will also bencfit from
reduced shipping costs resulting from the re-
opening of the Sucz Canal. Imports of many
raw materials will be chcaper. The net gain
for Western Europe will be small, however,
because shipbuilding industries will be hurt
by the drop in demand for new vessels and
some countrics such as Norway and Grecce
will suffer severe losses in shipping income.
Shifts in shipping patterns will bencfit Medi-
terrancan ports at the expense of those on the
European Atlantic.

Japan -

12. Reduced rates and shorter delivery times ‘

will considerably improve Japan's competitive
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in European and distant third markets.
This gain will be offset, however, by a drop
in shipping income and in shipbuilding orders.
Japan’s shipbuilding industry accounts for
about half of world tanker production. Because
it has a huge backlog of orders with delivery
dates extending through 1977, the industry
probably will continue to operate at capacity
for at least this year. New orders already have
slipped sharply in response to the oil crisis,
however, and contract cancellations are ex-
pected.

4

USSR .

13. Moscow will benefit substantially from
a rcopencd Canal because most Sovict mer-
chant vesscls are small enough to transit Suez
fully loaded. Since the Canal closed, the USSR
has incurred some $30 to $50 million annually
in additional shipping costs to service its Black
Sea trade with India, Iraq, North Vietnam,
and other countries east of Sucz. In shifting to

“the much longer Cape route, it has had to

divert about 560,000 DWT of shipping from
other tasks. Reopening Sucz may also provide
an alternative route for shipments that now
move overland between the Black Sea region
and the Soviet Far East.

14, When the Canal reopens, the USSR
will also be able to restore its once sizable
exports of petroleum from the Black Sca to
Indfa, Japan, and Sri Lanka. Whcther it does
so will depend on the desirability of continu-
ing swap arrangements made after 1967. Under
these deals, Persian Gulf crude controlled by
international oil companies has been shipped
to Japan on Soviet account and Soviet crude
from the Black Sea has moved to the com-
panies’ European customers. Because other
Warsaw Pact countrics are expected to in-
crease imports of Arab oil in the years ahead,
they too would bencfit from reopening of the
Canal. -

Middle Eustern- and African Countries

15. Egypt—If rcopencd this year at pre-
closure toll rates,? the Canal.would earn an
estimated $145 million in foreign exchange in
1975—ahout $75 million less than 1966 earn-
ings but cnough to cut Egypt’s prospective
balance-of-payments deficit by one-third. The
major uncertainty for Egypt is the attitude
of wealthy Arab states toward continuing
Khartourn subsidies once the Canal is open,
Sct up in 1967, the Khartoum agreement pro-
vides Egypt approximately $250 million an-
nually in subsidies until “the effects of the
(1987) aggression have been removed”—a
condition generally interpreted to mean until
the Canal is reopened.* Libya has already in-
dicated that its $59 million share will be dis-
continued, primarily because Qadhafi is op-
posed to disengagement. If such cuts are not
covered by other Arab states, Canal revenues

_ will be partly offset by a loss in subsidy pay-

ments.

16, Indirect gains are potentially more im-
portant to Cairo. By promptly reopening the
Canal and announcing a multi-million dollar
Canal improvement program, President Sadat
would be rcassuring the world of Egypt’s
peaceful intentions. These actions in turn
would further stimulate private investors, in-
terest, perhaps permitting Egypt to achieve
some of its ambitious and long-delayed devel-
opment goals.

17. Israel—Use of a reopened Canal would
have little impact on Israel's cconomy. Be-
caus¢ intcrnal transport has been improved

? Pre-closure tolls approximated 23 cents per DWT
for a ship in ballast and 50 cents per DWT for a
loaded ship. Once the. Canal is reopcned, Egypt
could double thesc rates with little diminution of
the Canal’s competitive advantage.

*Ad hoc contributions have provided an even
larger financial cushion. For example, during the
late 1973 war, wcalthy Arab states transferred an
estimated $800 million to Egypt. '
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considerably since 1967, Israel can move sup-
plies to southern ports for export to the East
almost as easily by land as by sea. Moreover,
movcment of Persian crude through the Elat-
Ashkelon pipeline—supplied by supertanker
to Elat and cxported to Europe from Ashke-
Ion—should continue to be cost-compctitive as
long as the Canal can accommodate only
smaller tankers. '

18. Other Middle East and Africa—Coun-
tries along the Red Sca and Gulf of Aden will
gain from increased bunkering and other port-
related activitics, regaining some of the earn-
ing power lost when the Sucz Canal was
closed in 19687. Sales of bunkers in Aden, for
cxample, dropped from $60 million in 1966
to $6 million in 1968; Djibouti and Port Sudan
also suffcred scvere losses in revenues during
this period. Countries or possessions along the
Cape route—Kenya, Mauritius, South Africa,
and the Canary Islands, in particular—will
sustain a small decline in their port and bun-
kering earnings. The rcopened Canal will have
some favorable impact on the trade of most
countries in the region because of reduced
shipping, insurance, and storage costs.

South Asia

16, The principal countries of South Asia—
India, Pakistan, Bangladesh, and Sri Lanka—
will benefit from substantially reduced freight
costs on food and machinery imports if the
Sucz is rcopencd. Their cxport earnings also
will be boosted moderately. India ships about
45 percent of its exports to Europe, Pakistan
and Sri Lanka about 30 percent, and Bang-
ladesh about 40 percent. Their major exports
will face stiff competition, however, from
other countries also bencfiting from the Canal
rcopening, Tea from India and Sri Lanka, for
example, will gain little advantage over East
African competitors. Cotton textiles, a prin-

“SPEREL,

cipal export of India and Pakistan, will still
have to compete with other Asian-producers
using the Canal. Bangladesh jute cxports—
already booming because of decreased com-
petition from petroleum-based synthetics—
and Indian hcavy manufactures probably will

be the main bencficiaries from the shortencd

trade route.

Il USSR NAVAL IMPLICATIONS

The Effect of an Open Canal on Soviet
Naval * Capabilities to Operate and
Maintain Military Forces in the Indian
Ocean Area

20. A reopened Suez Canal would improve
Soviet naval flexibility by substantially short-
ening the transit time to the western Indian
Qcean from their western flect operafing areas.
(See map.) The reduction in transit time to
the Indian Ocean would not be great enough
in itself to causc a significant increasc in the
number of ship-days on station in the Indian
Ocean. It would, however, reduce the logistics
problem of supporting an Indian Occan naval
presence. Assuming a high overall average
speed of 16 knots, transit time from the Black
Sea (Sevastopol) to Berbera, Somalia, at the
western cdge of the Indian Occan, would be
8 days, to Dicgo Gareia, in the central Indian
Ocean, 13 days, Transit times from the Pacific
Fleet, which now supplies the units for Indian
Ocean deployments, arc 17 days to Berbera
and 14 days to Dicgo Garcia. For crisis-in-
spired surge deployments, the Sovict Mediter-
ranean force would, from its normal anchor-
ages, be only about 9 days from the Persian
Gulf area in the northwestern part of the
Indian Ocean as compared to the 17 days
necessary for the Pacific Fleet ships to reach
the Gulf. '

"




Comparative Steammg Times For Sowet
Black Sea and Pacific Ocean Fleets With a Reopened Suez Canal
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21, The size of the Soviet Navy, in terms
of surface combatants, will probably remain
about constant over the next few ycars. The
USSR is investing in modern ships and im-
proving the capabilities of recently constructed
ones, and at the same time is retiring older
vesscls at about the same rate as it is com-
missioning new ones. The result is a navy of
growing capabilitics for distant opcrations but
one of numerical stability., Any substantial
buildup in the Indian Ocean in the short term,
therefore, would require Moscow to draw
upon other naval forces. Over the longer term,
however, the greater capability of the new
ships will, in effect, in¢crease the number of
ships available for distant operations.

22. Ship-days in the Indian Ocean have B

risen from about 1,000 in 1968, when continu-

“ous deployments began, to about 5,000 in 1973,

but still account for less than 15 percent of
the ship-days speut away from the USSR.S
(See Figurc 1.) The number of ships on rou-
tine deployment to the Indian Ocean has grad-
ually increased since 1968. (See Figure 2.)
The typical Soviet force there during 1973
included one gun-armed cruiser or missile-
equipped ship, two destroyers or destroyer
cscorts, one minecraft, an amphibious ship, a
diesel submarine, and six auxiliaries. Under
ordinary conditions, operations arc limited to
port visits and extended periods at anchor in
the northwestern portion of the occan. Most
of these ships are drawn from the Pacific.
Since 1968 naval units built in the western
USSR have been transferred to the Pacific via
the Indian Occan. These ships normally oper-
ate for sevcral months in the Indian Ocean
before continuing to Vladivostok and account
for less than 20 percent of the Sovict ship days
in the area. The Soviets have not sent naval

% All these figures exclude a protracted Soviet mine-
clearing operation in the Bangladesh harbor of
Chittagong, :

units from their western fleets to the Indian
QOcean in response to a crisis.

23. In addition to this continuous presence,
Soviet surge deployments to the Indian Ocean

have been highly responsive to US naval ac-

tivities and will probably continue to be so.
This was a prominent fcature of their naval
deployments during the Indo-Pakistani war,
which cventually brought their force level
therc to eight swrface combatants, four sub-
marines, and some auxiliaries. Following the
Arab-Israeli war of 1973, the Soviets responded
to the sudden deployment of a US carrier
task group to the Indian Ocean by sending
additional units into the area. Reopening the
Suez Canal would facilitate such Soviet surges
to the western Indian Ocean and remove the
geographic disadvantage that now prevents
the Soviet Navy from reaching some potential
crisis areas there as quickly as US naval
forces can.

24. The present Indian Ocean force level is
not limited by a closed Suez Canal. The So-
viets have over the last few ycars developed
operating patterns for the principal surface
combatants of their fleet which provide for:

—a sizable permanent deployed force in
the Mediterranean;

—ready forces near the important coastal
. areas of the USSR;

— a few ships from each flect area in readi-
ness for contingencies abroad;

—~about five combatants in the Indian
Ocean (not including minecraft) and
one or two off West Africa;

—a few additional s'hips visiting foreign
ports in other parts of the world, and;
— sufficient ships undcrgoing overhaul, re-

pair, and workup to support the oper-
ations.
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in the Indian Ocean, 1968-1973
Ship-days** - o o o

8,000 .

6,000 .
Lo Surface combatants*
T :

¥ Includes naval-associated merchant ships.

Y Includes a phibious units and mi pars,
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Operations of Soviet General Purpose Naval Forces

Figure 1

1968 1969 1970 1971 1972
¥ Excludes ballistic missile submarine, oceanographic, and space suppor! ship activity.

o . Data for 1972 and 1973 exclude harbor and mine clearing activity in Bangladesh.

%* The term "ship-days” refers to the numbar of days spent by each vessel deployed in
a particular area.
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Figure 2
‘Soviet Surface Combatant De'ploymeht Levels
in the Indian Ocean, 1968-1973"

Number of ships present
10

i ¥

1968 . 1969 1970 1971 1972 14973

*Includes amphibious units and minesweepers but excludes vnits conducting mine
clearing oparations in Bangladesh.
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'The Soviets would have to draw down naval
forces now allocated to other tasks to increase
substantially the number of principal surface
combatants they deploy on a continuing basis
in the Indian QOcean.

Factors Bearing on Soviet Deployment
Levels in the Indian Ocean

25. A number of factors will determine
whcther, and to what extent, the USSR will
alter its present prioritics to provide for a
larger Indian Ocean deployment if the Sucz
Canal is reopened. These include:

— the political opportunities seen in the

region;

— the political costs and risks of an ex-

panded presence;

— the effects on naval ﬂexibility;

— the shore facilities available and antici-
pated;

—and the actions of other outside powers,
especially the US.

26. Political Opportunities. The Soviets
would like to play a greater role in the Indian
Ocean. They probably expect considcrable po-
litical change over the next decade in the
Persian Gulf, Saudi Arabia, and the Horn of
Africa. They would like to be in a position to
influence and profit from such changes. A
naval presence is a useful element in a com-
bined approach which utilizes political, cco-
nomic, subversive, and military aid instru-
ments as well. Its utility as an instrument of
political influence varics considerably from
casc to case, For instance, in the case of India,
where the Soviets have substantial interests,
they have clearly depended on diplomatic, eco-
nomic, and military support and have rc-
stricted thcir naval presence in Indian waters.
In the case of Somalia, on the other hand, the

“SRERE]_

" naval presence per se clearly plays a more im-

portant role.®

27. Political Risks. In cohfémplating an ex-

panded naval presence, the Sovicts will be
conscious of a number of risks.

— Insofar as they use local shore facilities,
they risk sudden limitations or even ejec-
tions by the host government. In light of
their experience in Egypt and Sudan,
they recognize that Somalia, the Peoples
Democratic Republic of Yemen, and
Iraq could be transformed into politically
embarrassing losses by virtue of a change
in policy or even government. Nor will
the Soviet Union find it eady to expand
the list of cooperating states in an area
generally inhospitable to great power in-
tervention, There is already a consensus
-among many of the Indian Ocean states
that the US and USSR should limit their
respective military forces in the area.

— The USSR will be wary of excessive in.
volvement with one party to a regional
rivalry lest it compromise its prospects
with the other party. Its concern for rela-
tions with Iran, for cxample, may limit

*The Director of Intelligence and Research, De- - .

pattment of State; the Director, Defense Intelligence
Agency; the Director, National Security Agcency; the
Assistant Chicf of Staff for Intelligouce, Department
of the Army; the Director of Naval Intelligence, De-
partment of Navy; and the Assistant Chief of Staff, In-
telligence, USAF, belicve the above paragraph under-
states the degree of importance of the Soviet maval
presence in the Indian Ocean, the Persian Gulf, and
the Red Sea. They believe the Soviet Navy is de-
ployed in this area to serve political and military
ambitions, By developing such a military force, the
Soviets seek to increase their political leverage in
an area of limited stability. ‘The Soviet naval presence
is a visible reminder that the USSR is capable of
protecting its own interests and thosc of its Indian
Ocean friends. They feel that the Sovicts perceive
that this capability will enhance Soviet prestige and
place the USSK in a stronger position to compete for
political influence among Indian Occun nations.
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the degree to which the USSR, in associa-
tion with Irag, poses a naval threcat in
the Persian Gulf.

— Having represented Soviet policy and
presence in the area as aimed at the ex-
pulsion of “US imperialism”, the USSR
must manage its own presence with some
care, lest it be interpreted as the presence
there of a new imperial power. From time
to time, this concern may influence par-
ticular Soviet decisions,

98, Naval Flexibility. The opening of the
Canal would give the Soviets, for the first
time since 1967, the capability for significantly
and rapidly reinforcing their naval strength in
the Arabian Sea arca from their Mediterranean
and Black Sea naval force. On the other hand,
the USSR will recognize that the Suez Canal

is subject to closure in a crisis. In some cases, .

the Egyptian Government might do so, or an
involved party might scuttle one of its ships
in mid-canal. The USSR would not wish to be
caught with a substantial portion of available
naval units on the wrong end of a blocked
canal, and in considering this contingency it
would give priority to the Mediterranean, If
the Soviets judged that Western interests in an
Indian Ocean crisis were such that no Western
responsc—or only a minimal or local one—
was likely, they would probably not be con-
strained by the risks of a canal closure. In
this case, the Soviets might bolster a Mediter-
ranean force suddenly dcpleted for Indian
Ocean deployments with ships from the west-

ern flcets.
]

29. Moreover, in reacting to US moves

where the speed of the Soviet response would
be critical, the possible closure of the Canal
would probably not be crucial to a Soviet
decision to deploy from the Mcditerranean,

30. Subject to the above considerations, the
Sovicts would have a substantially greater
capability for making surge deployments into

s s

the Indian Ocean. In a crisis they could send
a total of 10-15 surface combatants including
some amphibious units there, drawn from their
Black Sea and Mediterranean naval forces as
well as a similar number from the Pacific
Fleet. This capability would permit them to
respond to US dcployments faster and on a

Tlarger scale. It might also encourage them in
~ a crisis to launch a surge deployment on their

own initiative, rather than merely reacting to
US. moves.

31. The reopening of the Suez Canal would
give the USSR certain other advantages:

-— Inter-fleet transfers would be easier,

~=The USSR, in future crises, could make
quicker and larger deliveries -of military
aid to client states in the entire area cast
of Suez,

-~ Units deployed in the Indian Ocean
could be supplicd, at some savings, by
support ships coming through the Canal.

32. At present, US forces in the Western
Pacific can deploy to the area more quickly
than can the Sovict from Vladivostok, With

‘the Canal open both the US and the Soviets

could reinforce from the Mediterranean. The-
oretically this would make reinforcement capa-
bilities equal. However, some significant ad-
vantages would accruc to the Soviets in de-
ploying forces from the Mediterranean:

— The Soviets could replace surface shipsv

drawn from the Mediterranean more
quickly than could the US,

—- All major Soviet surface combatants could
transit the Canal whereas 12 of the 14
US attack aircraft carriers ‘could not. Fur-
ther, Soviet ships in the Mediterranean
generally operate closer to the northern
end of the Canal than do Sixth Fleet
units. E
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33. As a general rule, the Egyptians will
probably adhere to a practice of equal treat-
ment to all users of the Canal.” The Egyptians
might delay either US or Soviet—though prob-
ably morc often US—combatants attempting
to pass through the Canal but only in those
cases when Egyptian interests were involved.
Neither the US nor the USSR will in all cases
by able to count on unrestricted access to the
Canal for their naval vessels.?

34. Shore Facilitics. The Soviet Navy has
traditionally taken care to avoid dependence
on foreign facilities. In thc Indian Ocean it
makes substantial use of Berbera for replen-
ishment and minor rcpairs—but loss of its
rights there would be little more than an in-
convenicnce. If the Suez Canal were reopened,
logistic requirements would be cascd, and the
value of shore facilities would on this account
decline. On the other hand, any increase in the
Soviet maval presence in the Indian Ocean
could work in the opposite direction. The So-
victs probably hope to increase their capabil-
ities for air reconnaissance in the Indian Qcean,
and this would involve a greatcr nced for

accoss to shore facilities. These factors suggest

that the USSR will be interested in improved

"The Director of Intelligence and Research, De-
partiment of State, believes that if the Canal is opened
it would reflect progress toward an Arab-Israeli settle-
ment which would provide Egypt with an incentive
for more balanced relations between the US and the
USSR. Thus in any crisis, involving the transiting
of the Canal, e.g., a crisis in the Persian Gulf ur
the Indian Ocenn, the Figyptians might try to prevent
or limit Sovict naval involvement,

*The Director, Defense Intelligence Agency; the
Assistant Chief of Staff for Intelligence, Department
of the Army; the Director of Naval Intelligence,
Department of the Navy; and thc Assistant Chicf of
Staff, Intelligence, USAF believe that in crisis rein-
forcement, the US would be more likely to face at

least administrative delays in transiting an Egyptian .

managed Canal than would the Soviets because
Egyptian and Soviet intercsts are more likely to
coincide, particularly in the types of crises likely to
oceur in the region, .
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shore facilities in the littoral states, but that
their availability will not be a crucial factor
in Moscow’s broad naval policy in the region.

35. Somalia and the Peoples Democratic
Republic of Yemen will continue to present
the best opportunities for limited use of shore
facilities and both of those governments: may

‘accept some increased Soviet presence. The

Soviets probably will also make more calls to
the port they helped build at Umm Qasr in
Traq, but its location close to Iran and at the
head of the narrow Persian Gulf argues against
major Soviet usc of it. Moscow is unlikely to
succeed in its efforts to gain routine access to
military facilities in India. Soviet ships will
probably increase the number of port calls at
those places they have used in the past, (Sce
Table III.) In the majority of these countries
the host nation will seek to balance Soviet and
Western port use, and this is not likely to
change with the opening of the Canal.

38. Outside Powers. A key- determinant in
the size of the Soviet naval presence in the In-
dian Ocean area will be its perception of US
actions. The Soviets recognize how important

_the Persian Gulf oil and sea lines of communi-

cations are to the West and probably antici-
pate that the US will build up its naval forces
in the Indian Ocean. The Soviets are not scek-
ing a major regional naval rivalry but, if the
US were to increase its presence, the Soviets
would also increase theirs.® The area is of
sufficient importance for Moscow to be un-

* The Director, Decfense Intelligence Agency; the
Assistant Chief of Staff for Intelligence, Department of
the Army; the Director of Naval Intelligence, Depart-
ment of the Navy; and the Assistant Chief of Staff,
Intelligence, USAF belicve that in the Soviet view
a major regional naval rivalry is not in itsclf a de-
cisive consideration in Soviet calculation in the Indian
Occan. The Soviet naval forces in the Indian Ocean
are so deployed in order to support their state in-
terests, not the least of which is the achicvement of
the ahility to influence, control, deny .or disrupt
Western and Japanese access to the encrgy rcsources
of the Persian Gulf.
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willing to appear to be second best. The rela-
tive military standing of the US and USSR
in the Indian Ocean area carries broader im-
plications for the image of superpower equality

TABLE III
SOVIET PORT CALLS IN THE INDIAN OCEAN*
1968 1969 1970 1971 1972 1973

|
|
|
|
|

Ethiopia . .... .. 0 1 1 1 1 1
India .......... 8 2 6 1 4 7
Iran ........... 3 7 0 2 2 0
Irag ........... 3 8 2 1 14 18
Kenya ......... 5 0 3 0 2 4
Kuwait . .... ... . 0 1 0 0 0 0
Malagasy Republic 0 1 0 0 0 0
Maldives ....... 1 1 0 1 0 1
Mauritius .. ... .. 2 4 17 5 20 11
Pakistan ,,,..... 2 2 2 0 0 0
Seychelles Islands 0O 0 0 0 3 0
Somalia® ....... 3 13 18 11 38 o7
South Yemen

(PDRY) ...... 4 13 7 13 12 7
Sri Lanka ...... 4 8 2 2 14 9
Sudan .......... 0 2 0 2 4] 0
Tanzania ....... 4 2 2 0 0 0
Egypt(ARE) ... 3 1 0 0 0 0
Yemen ......... 0 2 3 0] 0 0
Number of Port

Calls Per Year 42 68 63 49 110 133

Number of Coun-
tries Visited ) o
Each Year .... 12 16 11 10 10 9

* “Port calls” reflect every entry of each Sovict
naval ship into a foreign port but do not reflect the
duration of the visits which varied from one day to
16 months. Port calls by oceanographic research and
space event support ships are included in the totals

because the data available for 1968 through 1971 are

not categorized by ship. Singapore is not included
in the table because it iv a Pacific Ocean port. How-
ever, Soviet ships from the Indian Occan occasionally
call there and Soviet paval auxiliaries are overhauled
in Singapore’s shipyards. In addition, ships engaged
in long-term harbor clearing operations in Bangladesh
are not considered to be conducting routinc port calls,
and therefore are not included.

*The large increase in visits to Somalia since 1971
reflects the USSR’s development and use of the port

" of Berbera for naval support. Most of the remaining

port visits in the Indian Ocean—particularly those by
combatants—were undertaken for diplomatic purposes.
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that has become increasingly important in So-
viet calculations. They would certainly wish
to respond to US carrier operations in the
areca with the deployment of large surface
ships of their own.

37. Another factor in Soviet calculations will
be the size and composition of non-US naval
forces in the area. The British currently main-
tain an “east of Suez” task force of a guided-
missile frigate and five ocean escorts—two of
these six are kept in the Indian Ocean. France
has some eight surface combatants in the area.
Thesc forces probably do not constitute an im-
portant Soviet reason for increasing the
USSR’s deployments. Should French and Brit-
ish strength increase as a consequence of re-
opening the Canal, this would tend to argue

- for a Soviet increase, but not so strongly as.

a comparable US increase, because the ele-
ment of global superpower competition would
bc absent.

- 88, There remains the further question of
whether a concern for good relations with the
West, particularly the US, will condition So-
viet naval policy for the Indian Ocean, This
involves the vigor with which the USSR seeks
to expand its influence in the area, which in
some cases will involve competition with
Western interests. More particularly in naval
terms, it involves the degree of naval competi-
tion with the US which the Soviets wish to
pursue and the degree to which they would
use a naval presence to injcet themselves into
an area so intimately connectéd with the West's
oil supplies coming from the Persian Gulf.

39, Our present judgment is that a concern
for good relations with the West will impact
on Soviet decisions, although it will not always
be the determining factor. Their decisions will
be tailored to specific circumstances, and they
will be ready to advance when Western re-
actions to their presence are not sufficient to
discourage this. But our view of Sovict global




priorities leads us to believe that concern for
Western rcactions will be a factor making for
some restraint in behavior, This judgment
presumes, of course, that opportunities of ex-
traordinary attractiveness do not present
themselves and that Western concerns arc em-
phasized to Moscow. It does not mean that
the Soviets will accept their current level of
presence and influence as a limit, or that they
will not contest or seck to compensate for
future Western gains,!?

40. In the near term it is doubtful that So-
viet competition with China will have much
impact on the Soviet naval presence in the
western part of the Indian Ocean area. The

¥ The Director, Defense Intclligence Agency; the
Assistant Chief of Staff for Intelligence, Department of
the Army; the Director of Naval Intelligence,- Depart-
ment of the Navy; and the Assistant Chief of Staff,
Intelligence, USAF believe that this paragraph over-
states the effect Sovict concern for good relations
with thc West will have in conditioning Savict policy
in the Indian Ocean. So far there have been no indi-

cations that the Soviet’s desire fur détente and better -

relations with the West have restrained naval de-
ployments. In the Mediterranean, during the Qctober
1973 Arab-Israeli War, the presence of Soviet naval
combatants was very pointedly increased to an all-
time high to demonstrate Soviet interests in the con-
flict. This action was not for strategic del.nse of the
homeland, but a clear demonstration to the nations
involved—and to the world-—that the USSR has the
power and the resolve to exert military leverage in
Third World conflicts in which Soviet interests are
less than vital. It is also believed that Soviet de-
cisions on future lovels of naval deployments in the
Indian Ocean will be based on cost-henefit analyses
which emphasizo gains in political influence with
littoral nations. US and Western naval deployments
must, of course, be part of the equation, but mainly
from the point of view of how littoral nations view
that presence in relation to how they view the Soviet
naval presence,
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rivalry becomes more important farther east
in the area, but there the significance of a
reopened Canal is less important to naval op-
erations. I

41. All these considerations lead us to esti-
mate that, whether or not the Suez Canal is

reopencd, the Soviet Union is likely to increase

its continuous dcployments in the Indian
Ocean. If there is no substantial increase in
US naval forccs in the arca, this increasc. is
likely to be gradual, leading, we believe, to
a continuously deployed force of, say, 8-12
surface combatants in 1978 or 1977. Such &
measured approach would enablc thc USSR
to gauge the reactions of the littoral states,
would allow for a continuous evaluation of
Western responscs, and would run the least
risk of generating a Western response, in both
military and political terms. One way for the

Sovicts to test the responses of both the littoral

states and the West would be to augment
their normal force there with short-term de-
ployments. With the Canal open, for example,
they might be willing to send a couple of

ships from their Mediterranean force for this’

purpose.

42. Should the US make a substantial in-
crease in its maval presence in the Indian
Ocean, a Soviet buildup faster and larger than
that described above would ‘be likely. Again,
this would be the case whether or not the
Canal were open, but if it were, the Soviet
task of responding to the US would be casier.
In any event, the Soviets would probably be
unable to sustain an Indian Ocean forcc sig-
nificantly larger than that presently deployed
therc without reordcring their priorities and
shifting naval forces from other areas.
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